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S
ince the � nancial crises of 2008, the regula-
tory environment and the need to comply 
with global accounting standards have cre-
ated a demand by investors for a robust and 
transparent valuation process by investment 
advisors. In response to this demand, in-

vestment advisors, who are ultimately responsible for the 
valuation of their illiquid assets, have o� en utilised third-
party valuation � rms in an e� ort to mitigate valuation risk 
and facilitate a more e�  cient audit process. However, the 
services provided by the third-party valuation � rms, and 
ultimately the deliverable product, are not created equally 
and the reliance on these reports by investors, regulators 
and auditors varies greatly. 

� ird-party valuation � rms o� er a variety of services 
and reports in connection with valuing illiquid assets. 
However, the approaches employed and the reports deliv-
ered by these � rms vary signi� cantly and typically fall into 
four categories: negative assurance, positive assurance, a 
full valuation report and a limited scope report. � e fol-
lowing discussion will highlight the positive and negative 
a� ributes of each type of report: 

NEGATIVE ASSURANCE
In a typical negative assurance engagement, the valuation 
� rm does not perform its own valuation but reviews the in-
vestment advisor’s valuation to determine if the method-
ology/methodologies and calculations undertaken appear 
unreasonable. � is type of report costs less in comparison 
with the other reports. � e use of the negative assurance 
report has diminished greatly due to the lack of acceptance 
by audit � rms, regulators and investors as it is not an inde-
pendent valuation.

POSITIVE ASSURANCE
Upon the growing lack of acceptance of the negative as-
surance reports, the language of those reports was altered 
in order to strengthen their basis of valuation and calcu-
lations. In a typical positive assurance engagement, the 
valuation � rm still does not perform its own valuation but 
reviews the investment advisor’s valuation and relies on 
data provided by the investment advisor to determine that 
the methodology/methodologies, assumptions and calcu-
lations undertaken appear reasonable. As this opinion is 
not an independent valuation either, the use of the posi-

tive assurance report has diminished in recent years due to 
heightened scrutiny by auditors, regulators and investors. 

FULL VALUATION REPORT
In connection with the preparation of a typical full valua-
tion report, the valuation � rm performs its own valuation 
by selecting the methodology/methodologies, the appro-
priate valuation assumptions based on direct discussions 
with investee company management, and other proce-
dures that they deem appropriate. � e concluded value 
may be a point estimate or a range of values. � is opinion 
is typically considered an independent valuation. � e pop-
ularity of these reports is hampered by the cost and time-
to-complete associated with them. � ese reports have a 
higher rate of acceptance by audit � rms; however, if the 
range of values is too large, acceptance may be lessened. 

LIMITED VALUATION REPORT
To decrease the time to complete and the cost associated 
with the preparation of full valuation reports, the limited 
scope valuation has evolved into a popular alternative. In a 
typical limited scope valuation engagement, the valuation 
� rm performs its own valuation by selecting the methodol-
ogy/methodologies and the appropriate valuation assump-
tions based on direct discussions with the investment advi-
sor but typically not the investee company management. 
� e concluded value may be a point estimate or a range of 
values. � is opinion is typically considered an independ-
ent valuation but the reliance on an investment advisor’s 
analysis without further veri� cation may draw scrutiny from 
auditors, regulators and investors. � e use of these reports 
has increased due to a higher rate of acceptance and lower 
cost. However, similar to the full valuation reports, accept-
ance may be hindered if the range of values is too large or if 
support for the underlying assumptions is limited. 

� e type of report provided by a valuation � rm may not 
mitigate valuation risk if the � rm is not independent nor 
improve the audit process if the � rm only relies on infor-
mation provided by the investment advisor. To ensure a 
robust and transparent valuation process, there should be 
a clear valuation policy that is appropriately implemented 
by the investment advisor, utilising appropriate valuation 
methodologies. Regardless of the type of report prepared 
by a valuation � rm, the responsibility of the valuation of 
illiquid assets lies with the investment advisor. ■
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